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BY THE BOARD:

Several related matters are currently before the Board. The Division of Ratepayer Advocate’s
(“RPA”) letter motion of December 7, 2005 seeking a full evidentiary hearing of the Atlantic City
Electric Company (“ACE”) Phase 1l Deferred Balances Audit and production of ACE's responses
to Mitchell & Titus’ (‘M&T"” or “Auditor”) and Board Staff’s discovery requests needs to be
addressed. The RPA’s letter request of December 20, 2005 propounding discovery on Board
Staff requesting audit verification procedures, information, utility work papers and supporting
documentation relating to the Phase Il audit also requires resolution. The RPA also requested,
by letter of December 20, 2005, propounding discovery on ACE requesting information,
calculations, supporting documentation, etc. relating to the Phase Il audit. Finally, the RPA’s
letter motion of February 27, 2006 asking the Board to compel ACE to fully respond, in a timely
manner, to the RPA’s previously propounded discovery requests will be also be addressed.



Background/Procedural History

On July 29, 2002, the Board issued a Request for Proposal to secure the services of an
independent auditor to conduct audits of New Jersey’s four electric utilities’ (“Utilities”)
restructuring-related deferred balances. On October 2, 2002, Mitchell & Titus, LLP and
Barrington-Wellesley Group, Inc. subcontractor, were engaged to perform the audits for ACE,
JCP&L and PSEG.

The audit scope covered the period of August 1, 1999 through July 31, 2003 (the “Transition
Period”) and the impact of transactions therein on the deferred balances of the Utilities: The
audit was conducted in two phases. The Phase | Audit examined deferred balances from
August 1, 1999 through July 31, 2002. The Phase Il Audit examined deferred balances from
August 1, 2002 through July 31, 2003.

The objective of the audits was to provide the Board with a certified audit opinion as to whether
the Utilities’ deferred balances, as of July 31, 2003, were accurately calculated, correctly
recorded, fairly stated in all material respects, and in compliance with Board Orders. The Audits
also included a prudence review of the Utilities’ Basic Generation Service procurement practices
for the first three years of the Transition Period, for those Utilities that had divested their
generation assets. The audit also examined the Utilities’ mitigation efforts, consistent with
applicable laws, with respect to the above-market Non-Utility Generation contract costs during
the transition period.

Additionally, for the Phase | proceeding, the Board authorized full evidentiary hearings to
address all accounting and prudence related issues. The RPA participated fully in the Phase |
hearings. The Board did not contemplate or authorize evidentiary hearings for Phase Il.

At its December 2, 2005 agenda meeting, the Board acknowledged receipt.of the ACE Phase |l
Deferred Balances Audit Report and released said report for public comment. By Secretary's
Letter dated December 5, 2005, interested parties were directed to submit initial comments to
the reports by January 10, 2006 and reply comments by January 24, 2006.

On December 7, 2005, RPA filed a letter motion seeking full evidentiary hearings and requested
that the Board require ACE to provide the RPA with complete copies of ACE’s responses to
M&T's discovery requests, as well as any responses to Board Staff’'s discovery requests in the
referenced matters.

On December 20, 2005, the RPA propounded discovery on ACE seekmg additional information
relative to specific items in the Phase |l Audit Report.

Also on December 20 2005, RPA propounded discovery on Board Staff requesting audit
verification procedures, information, utility work papers and supporting documentation relatlng to

the Phase |l audit.

In a letter to the Board dated December 28, 2005, ACE objected to RPA’s request for hearings
and asked that the Board reject said motion. Ace indicated that RPA participated in the Phase |
hearings, new factual issues and concerns have not been raised in the Phase Il audit and that
RPA seems intent on reviewing and critiquing the Phase |l audit process. ACE also indicated it
would not respond to RPA’s previously propounded discovery requests until ordered to do so by

the Board.
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On January 30, 2006, the RPA wrote to counsel for ACE requesting that they provide responses
to discovery propounded on December 20, 2005.

On February 27, 2006, the RPA filed a motion seeking the Board to compel ACE to provide the
discovery sought.

Staff recommends that the Board:

Order ACE to provide to RPA by September 7, 2006, copies of ACE’s responses
to M&T's and Staff's discovery requests and to respond to RPA’s previously
propounded discovery requests. Staff recommends that RPA then be given until
November 2, 2006 to review the responses and file comments with the Board
and that ACE be given until November 30, 2006 to file reply comments.

2. Hold the RPA’s motion for full evidentiary hearings open until Staff has received
and reviewed the aforementioned comments and reply comments, at which time
the motion will be brought before the Board for consideration.

3. Deny RPA's letter request of December 20, 2005 propounding discovery on
Board Staff requesting audit verification procedures, information, utility work
papers and supporting documentation relating to the Phase Il audit. Staff
believes this discovery request should be denied because it is tantamount to an
“‘audit of the audit”. The responsibility for the integrity of audit processes, and the
results thereof, rests solely with the Board and its Staff.

The Board HEREBY ORDERS ACE to provide to the RPA by September 7, 2006, copies of
ACE’s responses to M & T's and Staff's discovery requests and to respond to RPA’s previously
propounded discovery requests. The RPA will then be given until November 2, 2006 to review
the responses and file comments with the Board and ACE will be given until November 30, 2006
to file reply comments. The Board HEREBY DIRECTS that the RPA’s motion for full evidentiary
hearings be held open until Staff has received and reviewed the comments and reply
comments, at which time the motion will be brought before the Board for consideration.
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The Board HEREBY DENIES the RPA’s request of December 20, 2005 propounding discovery
on Board Staff requesting audit verification procedures, information, utlhty work papers and
supporting documentation relating to the Phase Il audit. There will be no “audit of the audit”.

Responsibility for the integrity of the audit processes, and the results thereof, rests solely with
the Board of Public Utilities and its Staff.
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